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CONSUMPTIONAND GOVERNMENTDEBT 1M HIGH DEFICIT OOONTRIIS.

IS TAX-DISCOUNTING STABLE OVER TIME?

Giuseppe Nicoletti
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In the paper I investigatethe extent of tax-discountingefrects on
private(non-durable and total) consumption in Italy and Belgiumt two countries

that have experienced draaatic changes in the trends of govern.entdebt and

deficits in the post-war period. Using cointegratioDtechniques, I estimate

both a atatic (long-run)and a dynamic (error-correction)veraion of the

consumption .odel. Estimates of the tax-discounting par.-eter are nil in the

long-run relationship and quite large and significant in the dynaaic

specification, suggesting that tax-discount in, behaviour is closely linked to

the short-run adjustment components of agcrecate conau.ption behaviour. A

stability analysis of the dynaaic .odel, focusinl on the par..eter of fiscal

illusion. suggests that tax-discounting arises only in coincidence with sharp

upward .ove.ents in the dynamics of public debt. The results are particularl,

robust for Belgium, where tax-discountingcan be successtull,8odelled as a

positive function of the debt-to-GNP ratio. These findin.s tend to confira the
cross-country evidence provided in Nicoletti (1988b) and suggest that Ricardian

phenoaena aay be contingenton changes to governaent financinc regiaes, rather

than being a stable characteristicof aggregate consuaer behaviour deriving

froa the nature or individual preferences. When debt dynaaici becoae explo8ive.

a positive relationship between deficits and private saving .., result fro.

consu.erst expectations ot the increased tax burdens needed for a .wift returD

to. stable polic, course.
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